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Proposed Pension Reform Considerations
Barbara M. Wright, CPA 
Ernst & Ernst 
Tampa, Florida
Guest Writer: This column is the work of 
George A. Falcon, CPA, a tax supervisor in 
the Tampa, Florida, office of Ernst & Ernst. 
Mr. Falcon is a graduate of the University of 
Florida and a member of the AICPA, the 
Florida State Society, and the National As­
sociation of Accountants.
H.R. 4200, Retirement Income Security 
for Employees Bill (RISE), is the founda­
tion for Congress's hopes of reforming the 
private pension industry. The bill, after 
being passed by the Senate Finance 
Committee on September 19, 1973, has 
been challenged and consequently mod­
ified by the House Ways and Means 
Committee. The bill has received national 
publicity through syndicated columnists 
who have attacked the reform bill as not 
having enough reform in it. It is no secret 
that the "promised land" of pension ben­
efits under current law has become a 
"land of disillusionment" for millions of 
Americans reaching retirement age each 
year.
This article will discuss three important 
facets of the pension reform proposals as 
they were developed in the Senate Fi­
nance Committee and later modified by 
the House Ways and Means Committee. 
I. Participation and Vesting
Without stopping to think carefully, 
many workers incorrectly assume that a 
pension plan works roughly like social 
security; that is, they assume they are ac­
cumulating credits toward a pension as 
soon as they begin working. In reality, 
they do not usually get a "vested" interest 
in a pension until they have worked for 
one company for a number of years.
H.R. 4200 provides a minimum stan­
dard for participation in a corporate pen­
sion plan. The bill states that a qualified 
plan cannot require an employee to serve 
longer than one year or attain an age 
greater than 30 (whichever occurs later) as 
a condition of eligibility. This provision 
would be effective immediately for plans 
adopted after date of enactment and 
would be effective January 1, 1976, for 
plans already in existence.
A tentative change proposed by the 
House Ways and Means Committee 
would be an age 25 - one year employ­
ment requirement as a participation rule. 
Also, where the Senate incorporated the 
definition "year of service" in the text of 
its bill, the House Committee is consider­
ing allowing the Internal Revenue Service 
to define the term through regulations.
In general, the vesting provisions of 
H.R. 4200 would be adopted by the House 
Committee with little change. Thus, the 
minimum requirements for vesting 
would be 25 percent after five years of 
service, an additional five percent each 
year for the next five years, plus an addi­
tional ten percent each year for the suc­
ceeding five years. After fifteen years of 
service, an employee would be 100 per­
cent vested. One to five years of prepar­
ticipation service may be counted in satis­
fying vesting requirements. The 
minimum requirements apply to all 
accrued benefits, including those benefits 
accruing under plans in existence before 
the effective date of the legislation. These 
vesting provisions would be phased into 
these plans over a five-year transitional 
period. In 1976, fifty percent of the 
amount that would be required under the 
new law would have to be vested. This 
would increase ten percent a year until 
1981 when the basic vesting schedule 
would be complied with.
II. Portability
In our highly mobile economy where 
many workers frequently switch jobs, 
pension benefits are either forfeited or, if 
distributed in a lump-sum to an em­
ployee, are eroded by taxes. Proposed 
legislation would create a portability fund 
to provide for the tax-free transfer of ves­
ted pension benefits. The voluntary por­
tability fund (called "Pension Benefit Por­
tability Fund") is to be administered by 
the Pension Benefit Guaranty Corpora­
tion.
Where the transfer would be made 
through the portability fund, the dis­
tributions from the former plan to the 
fund would not be taxed to the employee. 
The PBGC would accept deposits in the 
fund only from registered administrators 
of qualified pension plans or the em­
ployee. A qualified plan would have to 
register to participate in the fund opera­
tion.
Since the portability feature is volun­
tary for employers, is an employee who is 
terminated by a nonparticipating em­
ployer out of luck? No, if the old 
employer's plan was not registered, the 
PBGC would accept payments for deposit 
from the terminated employee. The em­
ployee would have to make the deposit 
within sixty days after receipt from the 
old plan. The payment would have to be 
not less than the portion of the distribu­
tion representing the old employer's con­
tribution; therefore, the transfer of an 
employee's own contributions would be 
elective. The employee's interest in the 
portability fund could be transferred to 
another employer's qualified plan with­
out creating a tax liability for the em­
ployee, or the interest could be retained in 
the fund until retirement age when it 
would either be paid out or used to 
purchase an annuity from an insurance 
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company. Income generated by the cen­
tral fund from investments would be tax- 
free until distributed to the employee.
It is important to remember that the 
transfer of amounts representing vested 
rights to or from the fund would be en­
tirely voluntary. Both the employee and 
the private pension plans involved with 
the transfer would have to agree on the 
transfer.
Tax-free transfers could be accom­
plished not only through the portability 
fund, but also directly from employees to 
new employers. A direct transfer would 
be necessitated by a change of employ­
ment and would have to be accomplished 
within twelve months after the change. 
Also, as mentioned above, a sixty-day 
time limit is established (after receiving a 
full interest) for transferring to the new 
trust. These provisions would be effective 
with date of enactment.
III. Limits on Contributions and Benefits
Under present law, different rules are 
provided for employer and employee con­
tributions in the case of plans for self­
employed individuals (H.R. 10 plans), 
plans for regular corporations, and plans 
for electing small business corporations 
(Subchapter S).
H.R. 10 plans — The amount of deduc­
tible contribution to an H.R. 10 plan on 
behalf of a self-employed person under 
Section 404(e) of the Internal Revenue 
Code cannot exceed the lesser of ten per­
cent of earned income or $2,500 .H.R. 4200 
would change the limits to the lesser of 
fifteen percent of earned income or 
$7,500.
Corporate plans — In the case of regular 
corporate plans, there are no limitations 
on how much may be contributed by the 
employer. There are, of course, limita­
tions on the tax deductibility of the con­
tribution based on the type of plan, fund­
ing methods, and whether contributions 
are made to two or more retirement plans. 
H.R. 4200, as passed by the Senate, pro­
vides that contributions on behalf of any 
corporate employee to a qualified pension 
plan could not exceed 75 percent of the 
average of the employee's highest three 
years' compensation (up to $100,000 per 
year). This restriction would, in effect, 
limit an employee's annual pension ben­
efit to a $75,000 maximum. More seri­
ously, it would severely limit long-time 
employees whose accumulated vested 
benefits might already provide for a pen­
sion benefit greater than 75 percent of the 
average of the employee's highest three 
years' of compensation. This could create 
a situation where a contribution would 
probably not be made by an employer 
because it would not be tax deductible.
The House Ways and Means Commit­
tee agrees that deductible contributions 
should not be allowed to exceed the 
necessary contribution to fund a $75,000 
pension benefit. However, the alternative 
limit of H.R. 4200 (the average of the 
highest three years' compensation test) 
would be eliminated. The committee 
would also add a grandfather clause to 
exempt those pensions that are already 
above the $75,000 level.
Subchapter S corporations — The act 
would repeal the special Subchapter S 
limitations imposed under Section 1379 of 
the Internal Revenue Code. Sub-S corpo­
rations would no longer be subject to the 
basic H.R. 10 limitations of the lesser of 
ten percent of earned income or $2,500.
Section 701 of H.R.4200 creates a new 
dimension in the area of retirement ben­
efits. The proposed bill provides that an 
individual not otherwise covered by a 
pension plan would be entitled to set 
aside $1,000 per year out of earnings to­
ward a personal retirement plan irrespec­
tive of the percentage of total earned in­
come. It is possible for the deduction to be 
higher than $1,000, since the bill sets a 
limit of $1,000 or fifteen percent of earned 
income with a maximum of $1,500 
whichever is greater (proposed new sec­
tion 219(b)(1)). An employer would be 
permitted to contribute to such a fund 
either in the form of additional compensa­
tion or as a salary reduction plan. How­
ever, the combined employer-employee 
contributions could not exceed $1,000 per 
year (proposed new section 408(b)(3)(B)).
The funds accumulated could be in­
vested in a wide variety of assets, includ­
ing insurance annuity contracts, common 
trust funds, etc. These investments are 
subject to the same restrictions as H.R. 10 
plans, i.e., through a bank or other 
medium approved by the Treasury.
Participation and vesting, portability, 
and limits on contributions and benefits, 
including personal retirement plans, are 
of vital importance to the working Ameri­
can. However, these three areas are only a 
small part of a very complex and lengthy 
legislation. Many changes have been 
proposed, and it is certain that substantial 
revisions are coming which will necessi­
tate amendments to most existing plans. 
In a later issue of the Tax Forum, we will 
discuss some of the revisions that may be 
required, as a result of changes in the 
pension laws as finally enacted.
CLASSIFIED NEWS
TEACHING AND GRADUATE 
STUDY OPPORTUNITIES
The University of Massachusetts at 
Amherst is seeking several new faculty 
members and graduate students in account­
ing.
Amherst is a delightful New England 
town with a large student population. It 
offers an active and varied cultural life and 
is within easy driving distance of Boston and 
New York City.
Massachusetts offers the usual set of 
degree programs: B.S.B.A, M.S. with con­
centrations in various functional areas, 
M.B.A. and the Ph.D. Research support is 
available through the Center for Business 
and Economic Research. The School also 
coordinates the ABLE program, a federally 
funded consortium of six universities, pro­
viding educational opportunities to minori­
ties at the masters level in business.
Faculty appointments are normally 
made at the Assistant Professor level and 
require a Ph.D. in hand or in progress; CPA 
desirable but not necessary. Appointments 
for visiting and adjunct professors are also 
made.
Salaries and fringe benefits are competi­
tive with similar institutions on the East 
coast.
Graduate students must have a bache­
lor's degree and are admitted to the MBA, 
MS in Accounting or Ph.D. program. Finan­
cial assistance is available for doctoral stu­
dents. Teaching appointments at the in­
structor level for better than average 
compensation can be made.
Interested persons should contact: 
Professor Anthony T. Krzystofik, 
Chairman
Department of Accounting
School of Business Administration 
University of Massachusetts 
Amherst, Mass. 01002
UNIVERSITY OF COLORADO
University of Colorado at Colorado 
Springs seeks new assistant professor in 
Managerial Accounting. Requires doctoral 
degree or one year to completion. C.P.A. 
and one to three years business experience 
preferred. Rapidly growing campus in ex­
ceptionally fine community. AACSB- 
accredited college offers BSBA and MBA. 
Send resume to Dr. Robert Knapp, College 
of Business, University of Colorado at 
Colorado Springs, Colorado Springs, 
Colorado 80907. Equal Opportunity 
Employer.
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